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Arizona Republic Article Regarding Rate Increase;
Docket No. E-01345A-08-0172.

Dear Parties to the Docket:

On October 29, 2009, an article entitled "Rate Increase Helps APS Boost Profits 23%"
appeared in the Arizona Republie, containing some potentially confusing statements. With the
tentative open meeting dates in this matter quickly approaching, we thought it best to clarify now for
the record that: (1) our earned return on equity ("ROE") in 2009 is still far below our authorized
return; (2) many factors, including cost reductions, helped earnings increase compared to what they
were last year; and (3) the average customer bill impact of the settlement, overstated in the article, is in
the range of a 1% increase over what customers are paying today.

First, the article's opening assertion that "an emergency rate increase and the hottest month
ever in the state helped Arizona Public Service Co.'s parent company boost profits 23 percent from
July to September" does not mean that the Company has earned higher than its authorized 10.75%
ROE. The article's author appears to have calculated the reported increase by comparing Pinnacle
West's third quarter consolidated net income in 2008 ($l5l .6 million) to what it was third quarter in
2009 ($l86.7 million). While that year-over-year comparison shows a 23% earnings increase, APS's
ROE for the 12 months ending September 30, 2009 was 7.3% - a full 345 basis points below the
ROE found reasonable by the Commission in the Company's last rate proceeding. This equates to an
earnings shortfall of $114 million.

APS's net income in the third quarter of this year is higher than what it was at this same time
last year for several reasons, most of which are alluded to in the article. Significantly, the Commission
authorized a $65 million interim rate increase in December of last year, thus allowing APS to charge
higher rates in 2009 than it could in 2008. In addition, the third quarter covers the hot summer period
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of July through September. This year, Arizona saw warmer weather than it did in 2008, including the
hottest summer month on record (July). Because customers use more energy to cool their homes when
the weather is wanner, the higher temperatures in 2009 resulted in increased revenue compared to
2008. We have also cut costs over the past year - another factor that improved earnings.

The article highlighted that both business and residential customers reduced their energy use
significantly during the third quarter of this year, in large part because of APS's and the Commission's
commitment to energy efficiency programs. Although our customers' decreased energy usage lowered
earnings compared to what they otherwise would have been, the interim rate increase helped mitigate
that impact on the Company's financial condition.

Finally, the article's suggestion that the proposed settlement would increase average customer
bills by "about $9 a month" does not reflect the totality of the Agreement. Although the full revenue
requirement provided in the Agreement would, standing alone, have a higher bill impact on the
average residential customer, when put in the context of the rest of the Agreement .- including the
formal adoption of the interim rate increase already part of APS rates and the reduction achieved by
simultaneously resetting the PSA -.- residential customers will pay only $1.22 more per month on
average after the Agreement takes effect.1 As explained at the hearing, this is a net annual increase
of less than 1% compared to what they are paying today.

We hope this letter clarifies the information presented in the article.

Sincerely,

W
Mesh Grabel

cc: Kristin K. Mayes, Chairman
Commissioner Gary Pierce
Commissioner Paul Newman
Commissioner Sandra Kennedy
Commissioner Bob Stump
Ernest Johnson
Lyn Farmer
Janice Alward
Rebecca Wilder
Parties of Record

1 These bill impacts do not include any increased charges resulting from the expanding energy efficiency programs or
renewable energy projects as required in the Agreement.
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Copies of the foregoing emailed or mailed
This 5th day of November 2009 to:

Tina Gamble
RUCO
1110 West Washington, Suite 220
Phoenix, AZ 85007
tgamb1e@azruco.gov

Ernest G. Johnson
Executive Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
eiohnson@cc.state.az.us

C. Webb Crockett
Fennemore Craig
3003 North Central, Suite 2600
Phoenix, AZ 85012-2913
wcrocket@fc1aw.comMaureen Scott

Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
1nscott@azcc.gov

Kevin Higgins
Energy Strategies, LLC
215 South State Street, Suite 200
Salt Lake City, UT 84111
khiggins@energvstrat.co1n

Janet Wagner
Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
iwagner@azcc.,qov

Michael L. Kurtz
Boehm, Kurt & Lowry
36 East Seventh Street, Suite 2110
Cincinnati, OH 45202
rnkurtz@BKL1awfirm.com

Terri Ford
Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
tford@azcc.gov

Kurt J. Boehm
Boehm, Kurt & Lowry
36 East Seventh Street, Suite 2110
Cincinnati, OH 45202
kboehm@BKLlawf1rm.co1n

Barbara Keene
Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
bKeene@cc.state.az.us

The Kroger Company
Dennis George
Attn: Corporate Energy Manager (G09)
1014 Vine Street
Cincinnati, OH 45202
dgeorge@kroger.com

Daniel Pozefsky
Chief Counsel
RUCO
1110 West Washington, Suite 220
Phoenix, AZ 85007
dpozefsky@azruco.gov

Stephen J. Baron
J. Kennedy & Associates
570 Colonial Park Drive
Suite 305
Roswell, GA 30075
sbaron@jkenn.com

William A. Rigsby
RUCO
1110 West Washington, Suite 220
Phoenix, AZ 85007
brigsby@azruco.Qov

Theodore Roberts
Sempra Energy Law Department
101 Ash Street, H Q 3D
San Diego, CA 92101-3017
TRoberts@sempra.com

Lawrence V. Robertson, Jr.
2247 E. Frontage Road
Tubac, AZ 85646
tubac1awyer@aol.com
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Michael A. Curtis
501 East Thomas Road
Phoenix, AZ 85012
mcurtis401 @ao1.com

Jeffrey J. Wooer
K.R. Saline & Assoc., PLC
160 N. Pasadena, Suite 101
Mesa, AZ 85201
jjw@krsa1ine.com

William P. Sullivan
501 East Thomas Road
Phoenix, AZ 85012
wsullivan@cgsuslaw.com

Scott Carty
General Counsel the Hopi Tribe
P.O. Box 123
Kykotsmovi, AZ 86039
Scanty0856@aol.comLarry K. Udall

501 East Thomas Road
Phoenix, AZ 85012
luda11@cgsuslaw.com

Cynthia Zwick
1940 E. Luke Ave
Phoenix, AZ 85016
czwick@azcaa.orgMichael Grant

Gallagher & Kennedy, P.A.
2575 East Camelback Road
Phoenix, AZ 85016
MMG@,qknet.com

Nicholas J. Roch
349 North it Ave
Phoenix, AZ 85003
nick@1ubinandenoch.com

Gary Yaquinto
Arizona Investment Council
2100 North Central, Suite 210
Phoenix, AZ 85004
gyaquinto@arizonaic.org

Karen S. White, Esq
Air Force Utility Litigation &
Negotiation Team
AFLOAT/JACL-ULT
139 Barnes Drive
Tyndall AFB, FL 32403
karen.white@tvndall.af.rnil

David Ben'y
Western Resource Advocates
P.O. BOX 1064
Scottsdale, AZ 85252-1064
azbluhi11@aol.com

Douglas V. Font
Law Offices of Douglas V. Font
3655 W. Anthem Dr.
Suite A-109 PMB 411
Anthem, AZ 85086
dfantlaw@ea11;h1ink.net

Tim Hogan
Arizona Center for Law in the Public Interest
202 East McDowell Road
Suite 153
Phoenix, AZ 85004
thogan@aclpi.org

Barbara Wyllihe-Pecora
27458 N. 129' Drive
Peoria, AZ 85383
bvvy11iepecora@yahoo.comJeff Schlegel

SWEEP Arizona Representative
1167 W. Samalayuca Dr.
Tucson, AZ 85704-3224
schlegelj@ao1.co1n

Carlo Dal Monte
Catalyst Paper Corporation
65 Front Street, Suite 201
Nanaimo, BC V9R 5H9
Carlo.dalmonte@catalystpaper.comJay I. Moyes

MOYES, SELLERS, & SIMS
1850 North Central Avenue, Suite 1100
Phoenix, AZ 85004
jimoyes@1awms.com

Steve Morrison
SCA Tissue North America
14005 West Old Hwy 66
Bellemont, AZ 86015
steve.morrison@sca.com
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